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Frequently Asked Questions
on

Maintenance of Cost Accounting Records
and

Cost Audit under Companies Act, 2013

Please forward your queries relating to FAQs on technicalcell@icmai.in to the

Technical Cell of the Institute of Cost Accountants of India.
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2.1

2.2

What types of Educational Services are covered under the Companies (Cost Records
and Audit) Rules 2014?

The Companies (Cost Records and Audit) Rules 2014 covers “Education services, other
than such similar services falling under philanthropy or as part of social spend which
do not form part of any business” .

Any company imparting training or education by means of any mode is covered under
Education Services. However, auxiliary services provided by companies, as a separate
independent entity, to educational institutions viz., (i) transportation of students,
faculty and staff; (ii) catering service including any mid-day meals scheme; (iii) security
or cleaning or house-keeping services in such educational institution; (iv) services
relating to admission to such institution or conduct of examination are not included
under Education Services.

In case the educational institution covered under the Rules is providing the above
auxiliary services as a part of their total operations, then the institution will be
required to maintain records for such auxiliary services also.

What types of Health Services are covered under the Companies (Cost Records and
Audit) Rules 2014?

The Companies (Cost Records and Audit) Rules 2014 covers “Health services, namely
functioning as or running hospitals, diagnostic centres, clinical centres or test
laboratories”.

Any company engaged in providing Health services through functioning as or running
hospitals, diagnostic centres, clinical centres, test laboratories, physiotherapy centres
and post-operative/treatment centres are covered within the ambit of the Companies
(Cost Records and Audit) Rules 2014. Further, companies running hospitals exclusively
for its own employees are excluded from the ambit of these Rules, provided however,
if such hospitals are providing health services to outsiders also in addition to its own
employees on chargeable basis, then such hospitals are covered within the ambit of
these Rules.

It is clarified that companies engaged in running of Beauty parlours / beauty
treatment are not covered under these Rules.
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2.3 A company is engaged in construction of residential housing, offices, industrial units,

24

2.5

Roads, Bridges, Marine facilities etc. having sites in India and abroad. The company
also has Joint venture projects in India and abroad. Whether Companies (Cost
Records and Audit) Rules 2014 would be applicable to the company?

Real Estate Developers including all companies engaged in construction business
either as contractors or as sub-contractors, who meet with the threshold limits laid
down in the Companies (Cost Records and Audit) Rules, 2014 and undertake jobs with
the use of own materials [whether self-manufactured/produced or procured from
outside] shall be required to maintain cost records and get cost audit conducted as per
the provisions of the Companies (Cost Records and Audit) Rules, 2014.

The provisions of the Companies (Cost Records and Audit) Rules, 2014 would also
apply for construction activities undertaken under BOT/BOOT mode, or the projects
undertaken as EPC contractor or the projects undertaken abroad by a company
incorporated in India.

The Companies (Cost Records and Audit) Rules, 2014, do not make any distinction
between the Contractor and Sub-Contractor and accordingly all such companies will
be included within the ambit of the Rules.

A company is engaged in manufacturing products on its own as well as purchase the
same products from other companies. The outsourced products are treated as
trading activity in the financial accounts. Same products are also manufactured by
supply of materials to converters. What would be treatment of such products for the
purposes of maintenance of cost accounting records and cost audit?

Products manufactured by the company as well as conversion activity through third
parties will be covered under the Companies (Cost Records and Audit) Rules 2014 and
the company would be required to maintain cost accounting records and get cost
audit conducted subject to threshold limits. The finished products bought from
outside parties (treated as Trading Activity in Financial Accounts) would be reflected
as “Cost of Finished Goods Purchased” in Abridged Cost Statement.

The Companies (Cost Records & Audit) Rules, 2014 provides exemption from cost
audit to a company which is covered under rule 3, and whose revenue from exports,
in foreign exchange, exceeds seventy five per cent of its total revenue. How to
determine the percentage to total revenue in the following cases:
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2.6

In a company who is manufacturing Pharmaceutical products, the revenue from
export of pharmaceutical products earned in foreign exchange divided by total

-~

revenue including other income etc. is 58%.

The revenue in foreign exchange earned from export of pharmaceutical
products plus revenue in foreign exchange earned from rendering of research &
development service divided by total revenue including other income etc.is
82%.

(ii)

Cost audit is applicable for specified products/services. Rule 4(3) states “The
requirement for cost audit under these rules shall not apply to a company which is
covered in rule 3, and (i) whose revenue from experts, in foreign exchange, exceeds
seventy five per cent of its total revenue”. The inclusion or coverage of a company
under Rule 3 is in respect of products/services listed under Table-A and Table-B and
consequently the computation of 75% is to be calculated for the specific
products/services covered under Rule 3 and not in respect of all the products/services

of the company.

The total revenue and turnover of R&D Activities, not being covered under Rule 3
cannot be taken into consideration for computation of 75%.

In this connection it is also clarified that “total revenue” of a company is to be
considered as the total revenue as defined in Schedule Il of the Companies Act, 2013.
Total Revenue as defined in Schedule IIl is Total Operating Revenue plus Other

Incomes.

A company has units in SEZ and in non-SEZ areas. The Companies (Cost Records and
Audit) Rules 2014 has exempted companies operating in special economic zones
from cost audit. What would be applicability of the Companies (Cost Records and
Audit) Rules 2014 on such a company in respect of maintenance of cost accounting
records and cost audit?

Rule 3 of the Companies (Cost Records and Audit) Rules 2014 is specific and it has
mandated maintenance of cost accounting records on all products/activities listed
under Table-A and Table-B subject to threshold limits. No exemption is available to
any company from maintenance of cost accounting records once it meets the
threshold limits. Hence, the above company would be required to maintain cost
accounting records for all its units including the one located in the special economic

zone.
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2.7

2.8

In view of the provisions of Rule 4(3)(ii) of the Companies (Cost Records and Audit)
Rules 2014 the unit located in the special economic zone would be outside the
purview of cost audit and the company would not be required to include particulars of
such unit in its cost audit report. The other units of the company located outside the
special economic zone would be covered under cost audit subject to the prescribed
threshold limits.

A cost auditor is required to certify under Para 1(vii) of the Cost Audit Report —
“Detailed unit-wise and product/service-wise cost statements and schedules thereto
in respect of the product/service under reference of the company duly audited and
certified by me/us are/are not kept in the company”. Whether product Cost Sheet
prepared SKU wise/ type-wise/ size-wise/ specification-wise by the company is
required to be certified by the cost auditor and kept in the company?

Rule 5(2) of the Companies (Cost Records and Audit) Rules 2014 requires that “the
cost records referred to in sub-rule (1) shall be maintained on regular basis in such
manner as to facilitate calculation of per unit cost of production or cost of operations,
cost of sales and margin for each of its products and activities”.

The Rules have identified products as per CETA heading as defined in Rule 2(aa) which
states “Central Excise Tariff Act Heading means the heading as referred to in the
Additional Notes in the First Schedule to the Central Excise Tariff Act, 1985[5 of 1986]”.

First Schedule to the Central Excise Tariff Act, 1985 states — “heading” in respect of
goods, means a description in list of tariff provisions accompanied by a four-digit
number and includes all sub-headings of tariff items the first four-digits of which
correspond to that number.

The above definitions make it clear that maintenance of cost accounting records
should conform to the CETA Heading and detailed unit-wise and product/service-wise
cost statements and schedules thereto are required to be certified by the cost auditor.

In the abridged cost statement, what are Industry specific operating expenses?
When should this be used?

Industry Specific operating expenses are those which are peculiar to a particular
industry such as Telecommunication Industry which shows expenses such as Network
Operating cost, License fee, Radio Spectrum charges, Microwave charges etc. which
are peculiar to this Industry and should be disclosed separately in the cost statement.
The Industry Specific operating expenses will vary from industry to industry depending
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upon the nature of operations. The industry specific operating expenses shall have to
be identified and reported upon in the abridged cost statement.

2.9 What is installed capacity and how is this different from total available capacity?

How the installed capacity is to be calculated in a multi-product company using the
same machine/ facilities? Should installed capacity be the capacity at the beginning
of the year or at the end of the year under audit?

The Institute of Cost Accountants of India has defined “Installed Capacity is the
maximum productive capacity, according to the manufacturer’s specifications or
determined through an expert study” [CAS-2 of Cost Accounting Standards]. The
Installed Capacity to be disclosed in the Quantitative Details of CRA-3 is to be
considered as at the beginning of the year. Capacity enhanced during the year should
be considered as the increase in Installed Capacity during the year on pro-rata basis.
Available capacity is the total installed capacity after adjustment of capacity enhanced
during the year and if any capacity is available by means of leasing arrangement or
taking on third-party capacity for increasing the total capacity.

If the same available capacity is utilised for production of multiple products, the
following different basis may be adopted to determine the available capacity in
respect of each of the products:

(i) If the company has a system of allocating the total available capacity for
production of multiple products, then such allocated available capacity is to be
considered for the products being manufactured by utilising the same production
facility.

(ii) If the production allocation is not pre-determined and changes from period to
period, then the capacity utilisation is to be determined on the basis of total
production of all the products taken together and the total available capacity

should be considered for all the products.

2.10 Whether each and every transactions with Related Parties is to be disclosed under

Para D-5 of Annexure to the Cost Audit Report?

Details of related Party Transaction are required to be provided in respect of each
Related Party and each Product/Service for the year as a whole and not transaction-
wise.
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2.11 Revised Form CRA-2 has been made available by the Ministry of Corporate Affairs

conforming to the Companies (Cost Records and Audit) Rules, 2014 on 31°%
December, 2014. What are the required attachments to Form CRA-2?

The Form has provided an attachment button for attachment of certified copy of the
Board Resolution appointing the cost auditor. The consent letter of the cost auditor
should be attached as optional attachment.

2.12 Is CRA-3 applicable for companies whose financial year commenced prior to April 1,

2014? Which Rules are applicable to companies whose financial year commenced on
January 1, 2014?

The Section 148 of the Companies Act, 2013 and Companies (Cost Records and Audit)
Rules, 2014 are applicable from April 1, 2014. Companies that were covered under the
erstwhile Companies (Cost Accounting Records) Rules, 2011 and met the threshold
limits prescribed therein are required to get the cost audit of their companies audited
for the financial year 01/01/2014 to 31/12/2014 under the 2011 Rules and submit
their respective reports under Companies (Cost Audit Report) Rules, 2011.

Companies (Cost Records and Audit) Rules, 2014 is applicable to companies
maintaining calendar financial year from 01/01/2015 onwards subject to the
products/services being covered under Table-A or Table-B of Rule 3 and meeting the
prescribed threshold limits.

2.13 The Companies (Cost Records and Audit) Rules, 2014 requires submission of a single

cost audit report at company level. What is the procedure of certifying and
submission of cost audit report of a company where more than one cost auditor is
appointed?

In case of a company having more than one cost auditor, it would be necessary for the
company to appoint/designate one cost auditor as the lead cost auditor for
consolidation of the report.

The individual cost auditors appointed for specific units/products would be required
to audit and provide Para numbers A-4, B-1, B-2, B-2A, B-2B, B-2C, C-1, C-2, C-2A, C-
2B, C-2C (as applicable), D-1 in respect of the products/services coming under the
purview of their respective audits. The individual auditors would also be required to
submit to the Board of Directors the individual cost audit report as per Form of the
Cost Audit Report given in CRA-3.
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The lead auditor would be responsible for preparing the Para numbers A-3, D-2, D-3, D-
4, D-5, D-6 and consolidate Para numbers A-4, B-1, B-2, B-2A, B-2B, B-2C, C-1, C-2, C-2A,
C-2B, C-2C (as applicable), D-1 received from the individual cost auditors.

The consolidated report should contain the reports of all the individual cost auditors
including the report of the Lead Cost Auditor. In case individual cost auditors have any
observations or suggestions or qualifications, they would be required to mention the
same under Para 2 of the cost audit report and the lead auditor would have to mention
the specific observations and/or qualifications of all the individual cost auditors in the
place provided for the same in the under Para A-1.

The consolidated report so prepared would be converted to XBRL and submitted to the
Central Government by the Company in Form CRA-4.

2.14 The Companies (Cost Records and Audit) Rules, 2014 covers “Generation,

transmission, distribution and supply of electricity” with no corresponding CETA
Heading. Whether the Quantitative Information and Abridged Cost Statement in
respect of Electricity are required to be reported under the Service Sector in the
absence of a CETA Heading?

The reporting of electricity generation activity will be considered under
“Manufacturing” and should be shown under CETA Heading 2716. Transmission and
Distribution activities should be reported under the “Service Sector”.

2.15 A Company is engaged in both Regulated and Non-Regulated sectors and all its

products are not covered under the Rules. How to determine applicability of cost
audit for the products covered under the Regulated and Non-Regulated sectors since
different threshold limits have been prescribed under Rule 4?

The above issue was clarified in FAQ-1 vide FAQ 1.21. The issue is further clarified by
means of the following example for ease of understanding.

Turnover (Rs. Crores) of Applicability of
Table A Table B Table A + Other To.tal Cost .
B Operating Cost Audit
Products | Products Products Records
Products Revenue
Case 1 5 10 15 19 34 No No
Case 2 5 10 15 25 40 Yes No
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Case 3 10 15 25 26 51| ves | OnyTable
A Products

Case 4 0 25 25 26 51 Yes No

Case 5 20 14 34 75 109 | Yes | OnlyTable
A Products
Both Table

Case 6 20 20 40 61 101 Yes A&B

Products

2.16 What is the status of companies after the notification of Companies (Cost Records
and Audit) Rules, 2014, who have not filed cost audit report and/or compliance
report pertaining to any year prior to financial year commencing on or after April 1,
2014?

Companies that were covered under the Companies (Cost Accounting Records) Rules,
2011 or any of the 6 industry specific Cost Accounting Records Rules and were
required to file Compliance Report and/or Cost Audit Report for and upto any financial
year commencing prior to April 1, 2014 are required to comply with the erstwhile
Rules and file the Compliance Report and/or Cost Audit Report in XBRL Mode for the
defaulted years. For this purpose, the Costing Taxonomy 2012 will continue to be
available and such reports would be required to be filed in Form A-XBRL and Form I-
XBRL, as the case may be.

2.17 Many Companies have filed Form 23C as well as Form CRA-2 for 2014-15 in respect
of different products and/or multiple cost auditors, if applicable. Which SRN
Number has to be reported in the cost audit report while filing the same in XBRL
Mode?

a) Companies who have filed multiple Form 23C in respect of multiple cost auditors
will be required to provide the SRN Numbers against each Form 23C filed.

b) In case the company after filing individual Form 23C has also filed Form CRA-2, in
such case the company will be required to provide the SRN Number of the latest
CRA-2 only since the details of multiple cost auditors, if applicable for the company,
would be covered under one Form CRA-2.
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2.18 A company is engaged in manufacturing of multiple products. Some of the products

are covered under the Companies (Cost Records and Audit) Rules, 2014 and some
are not. Part-A, Para 4 of the Annexure to the Cost Audit Report (Product/Service
Details for the company as a whole) requires Net Operational Revenue to be
reported for each CETA Heading for both the current year and the previous year. Can
the Net Operational Revenue of all the Products that are not covered under the
Rules be reported in this Para as a single line item?

Part-A, Para 4 of the Annexure to the Cost Audit Report of Companies (Cost Records
and Audit) Rules, 2014 require reporting of Net Operational Revenue of every CETA
Heading separately comprised in the Total Operational Revenue as per Financial
Accounts. Hence, the company would be required to report Net Revenue of every
CETA Heading irrespective of whether the same is covered under maintenance of cost
accounting records and cost audit or not. In case some of the Products are under the
same CETA Heading but having different units of measurement (UOM), then Net
Revenue is to be reported for separate UOMs. It may be noted that the number of
guantitative details and abridged cost statements will have to be provided for each
unique combination of CETA Heading and UOM of the Products which are covered
under cost audit.

If the company is engaged in manufacturing of products as well as providing of
services and/or trading, such services which are covered under the Companies (Cost
Records and Audit) Rules, 2014 will be required to be reported separately according to
the definition provided in the Rules classified under different types of services within
the same class of service. It may be noted that the number of quantitative details and
abridged cost statements will have to be provided for each classification of service
covered under cost audit.

Other services that are not covered under the Rules and Revenue from Trading
Activity may be reported under suitable heads denoting the service/activity.

The New Taxonomy has introduced a separate line item in this Para to report “Other
Operating Incomes” which will form part of the Total Operating Revenue.
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